We reconfirm the presence of value premium in emerging markets. Using the Brazil-Turkey-India-China (BTIC) grouping during a period of substantial economic growth and stock market development, we attribute the premium to the investment patterns of glamour firms. We conjecture based on empirical evidence that glamour firms hoard cash, which delays undertaking of growth options, especially in poor economic conditions. Whilst this helps to mitigate business risk, it lowers market valuations and drives down expected returns. Our evidence supports arguments that the value premium is explained by economic fundamentals rather than a risk factor that is common to all firms. JEL Classifications: G110 (Portfolio Choice; Investment Decisions), G120 (Asset Pricing).
finding, that a single factor encapsulating risk (beta) does not adequately explain cross-sectional differences in stock returns, has motivated an important strand of research on asset pricing, reigniting the debate on the fundamental relationship between risk and return, and challenging the widely-accepted Capital Asset
Pricing Model (CAPM). Subsequently, numerous theoretical and empirical studies examine the cross-sectional variation in stock returns with many finding patterns unexplained by the CAPM and commonly known as anomalies.
This paper examines one of the most pronounced anomalies, the value premium puzzle.
Portfolios formed on the basis of high book-to-market (BE/ME), cash flow-to-price (C/P) and earnings-to-price (E/P) are reported to earn significantly higher risk-adjusted returns than portfolios with contrasting characteristics. However, the previous literature fails to achieve a consensus on the source of the value premium (Chou et al., 2011) . The objectives of this paper are to confirm the presence of value premium in a new market, to provide a new rationalization based on economic fundamentals, and to reconcile the diverging perspectives which are apparent in the literature. The value premium reflects a tendency for 'glamour firms' to hoard cash and delay implementation of growth strategies, particularly in times of economic uncertainty (Titman, 1985; McDonald and Siegel, 1986; Ingersoll and Ross, 1992) .
Since growth (glamour) stocks derive their market value from embedded growth in the form of real options (Zhang, 2005) , we argue that cash hoarding limits their exposure to risk but exerts a significant detrimental impact on their stock returns.
The theoretical basis for our analysis derives from Fama and French (1995) and Daniel and Titman (1997) . Fama and French (1995) develop a three-factor model, in which the factor that captures distress risk, known as HML, is lower for growth (glamour) firms than for value firms. The debate centers on whether lower distress risk accounts for the discrepancy in average returns between value firms and growth firms (Fama and French, 1995) against claims that distress risk does not contribute to the value premium (Dichev, 1998; Griffin and Lemmon, 2002) . We contend that both the cash-drag factors and firm characteristics, as highlighted by Daniel and Titman (1997) , are of relevance.
In comparison with value firms, growth firms face a wider array of strategic options, carrying various levels of risk. These firms may limit their exposure to risk by abstaining from investing resources in risky strategies, especially in poor economic environments.
Accordingly, growth firms hoard cash when economic conditions are tough, and realize lower returns. By contrast, value firms are prominent in mature and/or declining markets and face a more limited range of options. Such firms face financial risk, as well as business risk, owing to a tendency to use existing assets as collateral in order to leverage earnings. They have less flexibility in managing their risk, because past sunk-cost investment in assets is irreversible (Zhang, 2005) . Our approach in rationalizing the value premium is consistent with the neoclassical framework, in which low-risk assets yield lower returns and vice versa.
Our research draws on two recent studies that contrast the approach of Fama and French (1995) with Daniel and Titman (1997) . In a similar vein to Daniel and Titman (1997) , Chen et al. (2011) propose a three-factor model incorporating factors with greater explanatory power for cross-sectional returns than the Fama and French model. We aim to extend these findings, by obtaining results that are not sample-specific (a limitation of Chou et al., 2011) , and by adopting a real options framework in cases where the Net Present Value investment perspective (Chen et al., 2011 ) is inapplicable. 1 This paper is among the few that try to reconcile differences not only between the neoclassical asset-pricing literature (Fama and French versus Daniel and Titman), but also the neoclassical and behavioral literature.
Our application is to a new grouping of four, large emerging markets: namely, Brazil, China, India and Turkey, the BTIC group. 2 Non-availability of data for Russia precludes investigation of the BRIC quartet (Brazil, Russia, India and China). We select Turkey as an alternative large European emerging economy, and note the creator of the BRIC acronym, Jim O'Neill, plans to include Turkey and three other emerging economies in a new grouping (Hughes, 2011) .
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The rapid growth of emerging economies, and the impact on the world economy, is discussed extensively in the popular press. For instance, the August 6 th , 2011 issue of the Economist magazine highlights several noteworthy statistics on emerging versus developed economies. In 2010 emerging economies account for nearly 54% of world Gross Domestic Product (GDP) measured at purchasing power parity and 75% of global real GDP growth over ten years. Exports exceed 50% of the world total, and imports account for 47%. Foreign direct investment (FDI) to emerging economies significantly increased recently as have commodity consumption and capital spending. Stock market capitalization equals 35% of the world total, this share having tripled since 2000. increasing stock market integration following the liberalization of equity markets in the BTIC.
By way of preview, we find a significant value premium in the BTIC which is not new for emerging markets but re-emphasizes the value premium is not a developed country phenomenon. A second result, which is based on the widely-used Altman Z-score model, shows value firms are no more prone to risk than growth firms, but value firms employ more leverage. Our evidence suggests the investment patterns of growth firms are the source of the value premium. In an asset-pricing model, the HML coefficients of growth portfolios are small during low-growth periods and considerably larger during high-growth periods. This pattern is consistent with the hypothesis that growth firms delay the implementation of new strategies in periods of economic uncertainty in order to limit their risk. The HML coefficients of growth portfolios are sensitive to changes in size (total assets). Accordingly growth in total assets, interpreted to proxy implementation of growth strategies, explains the change in business risk of growth firms. This affirms our hypothesis that the investment patterns of growth firms impact significantly on their risk and return.
Our results also resolve the various perspectives in the literature in three ways. First, Fama and French (1995) and Daniel and Titman (1997) attribute the outperformance of value stocks to different causes. Daniel and Titman (1997) explain performance differentials between value and growth stocks as being due to the characteristics of firms as opposed to covariance with risk factors. Value stocks outperform because growth firms tend to hoard cash and delay undertaking the growth options they are endowed with and this drags down their returns. In the Fama and French (1995) framework, this phenomenon is attributed to distress risk. Second, growth firms' flexibility to manage their embedded growth options to their operational and strategic advantage yields not only profit, but also provides utility in its own right: embedded options provide 'glamour firms' with an allure with which to entice investors. 'Fascination' with growth firms (Sargent, 1987) creates a premium in price (and hence a discount in returns), which helps reconcile the neoclassical and behavioral perspectives. Third, the over-reaction hypothesis of DeBondt and Thaler (1985 and 1987) is rationalized through the volatile nature of value firms' leveraged equity, which is akin to Call options. These options are depressed in poor economic states but rebound in prices with improving economic climate. This paper is organized as follows. Section II reviews the relevant literature, and identifies the research questions and methodology. Section III offers a brief synopsis of market developments in the BTIC. Section IV presents data and methodology. The results and checks for robustness are in Sections V and VI. Section VII offers concluding comments.
II. Literature Review
The Capital Asset Pricing Model (CAPM) posits that risk, measured using beta, accounts for the cross-section of expected stock returns (Sharpe, 1964; Lintner, 1965a,b; Mossin, 1966) . Numerous empirical studies test the model, on the assumption that beta is the sole explanatory variable with a positive and linear relation to asset return, yet results are inconclusive. Several early empirical studies (Black et al., 1972; Blume and Friend, 1973; Fama and McBeth, 1973) provide support for the CAPM. Later studies, however, are more critical, citing evidence of anomalies and questioning the validity of the assumptions (Roll, 1977; Basu, 1977 Basu, , 1983 Stattman, 1980; Banz, 1981; DeBondt and Thaler, 1985; Rosenberg et al., 1985; Bhandari, 1988; Jegadeesh and Titman, 1993; Cohen et al., 2002; Titman et al., 2004) . Fama and French (1992) conclude that CAPM with a single factor does not adequately explain cross-sectional stock returns, and propose a three-factor model to capture the multidimensional aspect of risk, comprising: (i) a market factor (R M-R f ); (ii) a size premium (SMB) (return on a portfolio of small stocks minus return on a portfolio of large stocks); and (iii) a value premium (HML) (return on a portfolio of value stocks with high BE/ME minus return on a portfolio of growth stocks with low BE/ME). This approach builds on Merton's (1973) intertemporal CAPM and Ross's (1976) arbitrage pricing theory (APT). Fama and French (1993, 1995) show SMB and HML are related to risk factors in stock returns; and both factors contain explanatory power for the cross-sectional variation in stock returns.
The three-factor model has attracted a great deal of academic interest, much of it centered on the source of the value premium. In line with the hypothesis of rational pricing, Fama and French (1993) and Chen and Zhang (1998) suggest value firms are riskier and more likely to be subject to financial distress than growth firms. Fama and French (1995) demonstrate that value [growth] More recent value premium studies investigate how differing states of the world affect the strength of the premium. The empirical evidence contained in these papers demonstrates the value premium is time varying and sensitive to changes in economic conditions. Stivers and Sun (2010) show the value premium is countercyclical and higher during periods of weak economic fundamentals whereas Guo et al. (2009) find value stocks are riskier than growth stocks under weak economic conditions. Similarly, expected excess returns on value stocks are more sensitive to deteriorating economic conditions during episodes of high market volatility (Gulen et al., 2011) . Finally, the size of the value premium positively relates to its conditional volatility (Li et al., 2009 ).
Several alternative theories also seek to explain the value premium. Focusing on investor sentiment and trading strategies, Lakonishok et al. (1994) and Haugen (1995) attribute a tendency for value ('unspectacular') Bondt and Thaler (1985, 1987) observe that poorly performing stocks ('losers') over the past three-to-five years outperform previous 'winners' during the subsequent three-to-five years.
Daniel and Titman (1997) claim the explanation for the value premium lies in firm characteristics rather than covariance risk. High covariance between the returns of value stocks reflects common firm characteristics, such as, the line of business or industry classification. Daniel and Titman (1997) show high covariance between stock returns bears no significant relation with the distress factor. Evidence of high covariance precedes any signs of financial distress on the part of value firms.
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Other possible explanations for the value premium focus on methodological issues in empirical studies. Banz and Breen (1986) and Kothari et al. (1995) suggest sample selection may be biased towards firms that survived a period of distress, rather than those that failed.
The notion that survivorship bias accounts for the value premium is rejected, however, by Davis (1994) , Chan et al. (1995) and Cohen and Polk (1995 tendency for repeated testing using the same data to reveal spurious patterns is cited as an explanation for the value premium phenomenon (Lo and MacKinlay, 1988; Black, 1993; MacKinlay, 1995; Conrad et al, 2003) . Any such tendency might be mitigated by testing data from different periods or countries (Barber and Lyon, 1997) .
In spite of contentions that the value premium is a developed country phenomenon (see Black, 1993; MacKinlay, 1995; Campbell, 2000) other evidence supports the proposition of a value premium in emerging markets. In samples containing some (or all) of the BTIC group,
Rouwenhorst ( east Asia. Their study recognizes cross country differences with respect to the value premium, but unfortunately the data it uses end prior to the Asian crisis of 1997, which is a major drawback as more recent value premium studies suggest the premium may change in an economic downturn. Given the very limited work on explaining the value premium in the context of emerging markets, many questions surrounding the value premium remain unanswered. This paper will test for the value premium during the most recent period of growth in emerging markets whilst offering a cross country perspective and it will also analyse the source of the premium in emerging markets, which few papers undertake.
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III. Market developments in the BTIC
The BTIC countries liberalized their stock markets between the late 1980s and mid1990s. The benefits of liberalization include higher levels of real economic growth and real 6 One exception is a study of Singapore that attributes the value premium to a one-way overreaction of value firms (Yen et al., 2004) .
investment (Bekaert et al., 2003a ) with studies reporting a significant relationship between stock market liquidity and economic growth (Levine and Zervos, 1998) . Liberalization is expected to increase the level of integration between emerging stock markets and the world market which should lower country risk premiums. In the 1990s emerging markets represented a new asset class and stock prices in those markets were driven upwards by investors seeking to diversify their portfolios, leading to permanently lower costs of capital in the emerging markets (Bekaert and Harvey, 2003) . Several studies propose methods to effectively date when liberalization takes place (see, Bekaert et al, 2003b; Kim and Kenny, 2007) . 7 We calculate several indicators to proxy stock market development and growth in the 
IV. Data and Methodology
We source data on listed firms in Brazil, Turkey, India and China for the period 1999 to 2009 from DataStream. The sample firms meet standard criteria employed widely in the literature: stock prices are available for December of year t-1 and June of year t, and book 7
The year of equity market liberalization in the BTIC is as follows : Brazil, 1991; China, 1995; India, 1992; and Turkey, 1989 (Kim and Kenny, 2007) .
value for year t-1; and each firm has at least two years' complete data. 8 Table A1 in the Appendix shows the number of firms belonging to each portfolio by country and year.
In order to identify the existence of a value premium, we employ the standard Fama and French (1993) methodology. We form six portfolios (S/L, S/M and S/H; B/L, B/M and B/H) by intersecting two groups that are arranged by ME = market value of equity, and BE/ME where BE = net tangible assets (equity capital plus reserves minus intangibles).
Stocks with ME higher than the median are classified as 'big' (B); those with ME below the median are classified 'small' (S). For BE/ME the three breakpoints are bottom 30% ('Low'), middle 40% ('Medium') and top 30% ('High'). 9 We calculate value-weighted monthly returns for the six portfolios from July of year t to June of year t+1, when we re-form the portfolios.
In order to explore the sources of the value premium, we divide our analysis into two stages. In the first stage we use measures of bankruptcy risk, proposed by Altman (1993) , to investigate whether firms with a high likelihood of distress, measured by the Z-score, also have a high BE/ME or value premium. 10 Fama and French (1993) and Chen and Zhang (1998) offer empirical evidence to suggest high value firms are assigned a higher risk premium because they have a higher probability of distress, implying that bankruptcy risk is a systemic factor. Dichev (1998) and Griffin and Lemmon (2002) offer empirical evidence to reject the conjecture that bankruptcy risk is systematic and rewarded by higher returns. In 8 This criterion is required to address the issue of survival bias (see Banz and Breen, 1986; Kothari, et al., 1995) .
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We do not use negative book equity (BE) firms when forming the size-BE/ME portfolios for lack of economic explanation.
10 We employ the Altman's (1993) model to evaluate the Z-score: Z = 1.2X 1 + 1.4 X 2 + 3.3X 3 + 0.6X 4 + 1.0X 5 X 1 = Working Capital / Total Assets X 2 = Retained Earnings / Total Assets X 3 = Earnings Before Taxes + Interest / Total Assets X 4 = Market value of equity / Total Liabilities X 5 = Net Sales / Total Assets what follows, an inverse relationship between the Z-score and BE/ME ratio suggests the variables capture information related to a priced distress factor as in Fama and French (1993) and Chen and Zhang (1998) . Alternatively, a positive relationship implies the two variables contain different information that is potentially related to differences in relative risk across firms (see Dichev, 1998; Griffin and Lemmon, 2002) . In the context of this paper, we argue that the relative risk results from the idiosyncratic characteristics of each firm.
For the analysis of bankruptcy risk and value, we follow Griffin and Lemmon (2002) and construct a set of portfolios that we form according to the three indicators of BE/ME (small, medium and high value), the five quintiles of bankruptcy risk measured by the Zscore, and two size (ME) measures. The breakpoints for BE/ME are the 30 th and 70 th percentile points. For reporting purposes we show size-adjusted data, which are the simple averages of the means of the small and large stocks. Firms located in the lowest Z-score quintile have the highest probability of bankruptcy.
In the second stage we use 36-month rolling regressions to estimate the Fama and French (1995) three factor model to derive time varying HML coefficients for 25 portfolios sorted on size and BE/ME. 11 Changes in the loading over time reflect changes in business and financial risk. Subsequent analysis uses the estimated HML coefficients on growth and value portfolios as dependent variables. HML is interpreted to proxy firm characteristics which implies common variation in returns arises because individual portfolios comprise similar stocks with similar factor loadings irrespective of whether a firm is distressed or not.
This interpretation follows Daniel and Titman (1997) and it contrasts the view of Fama and French (1993) that HML is proxy for distress probability. A preliminary analysis shows the Fama and French (1995) model provides an adequate description of portfolio returns for each 11 The three factor model is given by: R pt -R ft = α + b (R mt -R ft ) + s SMB + h HML + ε.
of the BTIC since none of the estimated alpha coefficients are significantly different from zero (see Table 1 ).
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[Insert Table 1 here]
We use panel data models to estimate the time-varying coefficient on HML for the i'th portfolio at time t on a set of conditioning variables known at time t. The conditioning variables are the current and lagged values of the natural logarithms of total assets and total debt. The assets variable captures the sensitivity of the coefficient on HML to growth whilst the debt variable measures sensitivity to leverage. GDP growth controls for macroeconomic conditions. Interaction variables allow for differences in the coefficients for value and growth portfolios. A Hausman test selects between fixed-effects and random-effects models. Table 2 reports the weighted monthly excess returns of the six size-BE/ME portfolios constructed using the three factor model (Fama and French, 1993) for each of the BTIC. For portfolios constructed using "big" stocks, we find statistically significant excess returns to value firms in excess of returns to growth firms in Turkey, India and China. In Brazil, excess return is highest for the intermediate band. For portfolios constructed using "small" stocks, excess returns are significant and higher for value firms in Brazil and China. Although this pattern repeats in Turkey the returns are not significant. In contrast, returns are significant and highest for growth firms in India. A positive and significant VMG (value minus growth) confirms the findings for Brazil, Turkey and China. VMG measures the difference in excess returns between value and growth portfolios and equals (B/H+S/H)/2-(B/L+S/L)/2. Our 12 The average value of beta is different from one depending on the orientation of firms in the economy. If the aggregate firm in the economy is value oriented then beta will be less than 1. This is consistent with studies which demonstrate that stocks with below market risk (low beta) yield higher risk adjusted return than predicted by the theoretical CAPM (see Black et al., 1972; Miller and Scholes, 1972) , and evidence showing value firms have lower beta than growth firms (see Capaul et al., 1993) .
V. Empirical Results
evidence infers the existence of a value premium in each country except India. We conjecture the fast-growing information technology industry in India, containing many small high-technology firms, might account for the exceptionally high excess return in the SG portfolio.
[Insert Table 2 here]
In Table 3 we construct the portfolios as follows. Portfolios are sorted into small and large categories, and interlocked with value (using breakpoints at the 30 th and 70 th percentile points to define low, medium and high value) and the probability of bankruptcy as indicated in quintiles of Z-scores. Table 3 reports size-adjusted data, the simple average of small and large stocks, for bankruptcy risk, size, returns, and leverage.
Panel A shows little variation in the mean Z-scores between low value and high value portfolios in each country except for Indian firms in quintile one for low value stocks (-0.262) relative to their high value counterparts (0.803). The lowest (highest) Z-scores are in Brazil (Turkey). In the higher quintiles and across countries, low and high values stocks achieve similar Z-scores, which suggest the presence of value premium is not related to distress risk thereby contradicting Fama and French (1995) . Panel B shows the average book-to-market ratio of the three stock groupings by quintiles of Z-score. On average in Brazil, India and China, high value firms in the lowest quintile achieve considerably larger book-to-market ratios, which again is inconsistent with the Fama and French hypothesis.
[Insert Table 3 here] Table 3 also reports statistics on profitability, leverage, size (capitalization), and total assets for firms in each portfolio in order to further examine the hypothesis that the Z-score and BE/ME are related to characteristics purported to reflect distress risk. Panel C shows mean profitability is positively related to the Z-score, and is larger for high value firms in each country (except Turkey). Leverage is inversely related to the Z-score in each country (see Panel D) . The data show high value and high risk firms are more heavily levered particularly in Brazil and India, which supports our earlier argument that value firms use more debt financing than growth firms. In Brazil and Turkey, low value stocks tend to be better capitalized (see Panel E) and larger in terms of total assets whereas high value firms are larger in terms of assets size in China and India (see Panel F). We contend that investors display an 'infatuation' with growth firms based on the potential growth opportunities stemming from embedded growth options. Thus, stock prices are driven upwards through bidding which contrasts with the 'unspectacular' value firms. In Lucas' Rational Expectations framework (1978), growth firms constitute an 'alluring' asset, a point further extended by Sargent (1987) . This interpretation reconciles the neoclassical and behavioral perspectives. The leverage of value firms causes a drag on their performance in poor economic environments particularly as leveraged equity displays volatility associated with financial options (see Merton, 1974) . The expansion of the economy creates a bounceback effect on value stocks, helping to reconcile the neoclassical perspective with the behavioral as espoused by DeBondt and Thaler (1985, 1987) .
In light of our intuition, we graph the coefficients of HML for twenty of the 25 portfolios to provide further insight to our argument. 
[Insert Figure 1a-d here]
The exercise we report on above uses rolling regressions to estimate the three factor model. To check the robustness of the results, we re-estimate the models using static panel data techniques. A Hausman test finds the χ 2 statistic equal to 38.48 and statistically significant at the 1 percent level. The test result shows the fixed effects model is preferred to its random effects counterpart. Table 5 reports the fixed-effects estimation. 13 We categorize portfolios labelled with L1 and L2 as growth portfolios and L4 and L5 as value portfolios. Portfolios labelled with L3 are not graphed because they are neither growth nor value. In Figure 1a -d we present four graphs per country rather than 25. The remainder are available from the authors upon request.
Ex ante we expect growth portfolios to exhibit sensitivity to size (total assets) whereas value portfolios should display sensitivity to leverage. Using a binary variable to identify value portfolios, we create interaction variables between this indicator and size and leverage, at contemporaneous and lagged values for two periods to determine separate value portfolio effects. Lastly, the natural logarithm of GDP growth controls for business cycle effects.
The results show a positive and significant relation between HML and total assets lagged two periods at the 10 per cent significance level. However, the estimated coefficients on the interaction variables with total assets ( 6 and  8 ) are negatively signed and statistically significant (except  7 the coefficient on the one period lag interaction). The finding confirms the differential between value and growth portfolios in terms of the sensitivity of HML with respect to size. The estimated coefficient on leverage is negative (though insignificant) and suggests more highly levered portfolios are less sensitive. However, the interaction term between contemporaneous leverage and HML ( 9 ) is positive and highly significant, which signals value portfolios are very sensitive to leverage.
[Insert Table 5 here]
VI Robustness
We use an alternative procedure to construct portfolios to test the robustness of the results and construct twenty five intersecting size-value portfolios using the quintile breakpoints for ME and BE/ME and equally weighted monthly returns instead of valueweighted returns. To illustrate, using 'S' to indicate size and 'L' to indicate BE/ME, the portfolio S1L1 contains stocks that are ranked in the first quartile (less than 20%) of both size and value. Table A2 in the Appendix presents the data for the 25 portfolios and confirms the finding in Table 1 which demonstrates the Fama and French (1995) model adequately describes the portfolio returns. Table A3 reports the simple excess returns on the 25 portfolios by country and checks the robustness of findings reported in Table 2 . The distribution of excess returns across portfolios lets us formulate some generalizations: first, excess returns on the highest value firms tend to be greater in comparison with low value firms; second, the distinction in returns by size is less marked and varies across countries. Table A3 shows the smallest firms achieve significant returns, which for some portfolios, exceed returns on larger firms. Both sets of our results confirm findings from several previous studies that show high value stocks achieve larger mean expected returns. In Table   A4 we report robustness checks for findings in Table 4 using the set of 25 interlocking portfolios. The estimated HML coefficients exhibit intra and inter heterogeneity across the BTIC although some generalized country specific patterns are apparent. For instance, the value premium is supported by the positive loadings for medium-to-large sized and mediumto-high value portfolios in Brazil (except for the portfolio containing the largest and highest value stocks). In the case of China, we observe positive loadings for a limited number of portfolios, namely, portfolios of mid-to-large sized firms in the upper two quartiles of value.
The loadings on portfolios in India and Turkey are all positive (with two exceptions for
Turkey) yet it is difficult to discern hard patterns across size and value quintiles. Lastly, we observe the magnitude of loadings for India and Turkey to be greater relative to Brazil and China.
VII Conclusion
A number of theories are postulated to rationalize the source of the value premium yet the issue remains controversial. We reassess this issue for the BTIC group of countries that are characterized as having vast economic potential. The paper rationalizes the value premium in terms of economic fundamentals, attributing the premium to the investment patterns of growth firms that we contend are more likely to hoard cash, particularly during episodes of economic malaise. Although this behaviour is understood because it limits growth firms' exposure to risk, nevertheless it negatively impacts on both their market valuation and returns.
The paper helps to reconcile the diverging neoclassical views of Fama and French (1995) and Daniel and Titman (1997) in explaining the expected returns of value and growth stocks. Fama and French (1995) claim the HML coefficient measures distress risk whereas
Daniel and Titman (1997) believe it captures firm characteristics. Our evidence offers support for the latter interpretation. We contest that growth firms are endowed with growth options, which entails capital outlay whilst enhancing business risk and it is this feature that differentiates growth firms from value firms. Value firms, by contrast, use fixed assets as collateral to lever up in order to boost earnings, which in turn aggravates financial risk. This interpretation of our findings is consistent with Chen et al. (2011) .
We also reconcile the diverging neoclassical and behavioral perspectives by invoking a rational expectations perspective (Lucas, 1978) as extended by Sargent (1987) . We consider the range of options available to growth firms provides a utility ('infatuation') that is separate from monetary returns in the forms of capital gains and dividends. This inherent utility of growth firms is attractive to investors and causes their stock prices to appreciate, which subsequently lowers returns.
Our empirical evidence offers three conclusions. Our first result re-confirms the presence of the value premium in emerging markets under favorable economic conditions. Second, value stocks and growth stocks are not characterized by different levels of distress as suggested by Fama and French (1995) . We observe value firms are more highly levered than growth firms, which reconciles the behavioral perspective (DeBondt and Thaler, 1985, 1987) with the neoclassical perspective (Merton, 1974 Stocks with ME above the median are deemed 'big' whilst stocks with ME below the median are 'small'. The breakpoints for BE/ME are the 30 th and 70 th percentiles. The intersection produces six portfolios: B/L = big-low value; B/M = big-middle value; B/H = big-high value; S/L = small-low value; S/M = small-middle value, S/H = small-high value. Returns are generated using the Fama and French (1993) three factor model: R pt -R ft = α + b (R mt -R ft ) + s SMB + h HML + ε. *,**,*** indicate statistical significance at the 10, 5, and 1 percentage levels. Stocks with ME above the median are deemed 'big' whilst stocks with ME below the median are 'small'. The breakpoints for BE/ME are the 30 th and 70 th percentiles. The intersection produces six portfolios: B/L = big-low value; B/M = big-middle value; B/H = big-high value; S/L = small-low value; S/M = small-middle value, S/H = small-high value. VMG = value minus growth and is given by [{(S/H+B/H)/2}-{(S/L+B/L)/2}]. RPTRFT = return on portfolio minus the risk free rate. Returns are generated using the Fama and French (1993) three factor model: R pt -R ft = α + b (R mt -R ft ) + s SMB + h HML + ε.
Portfolio B/L B/M B/H S/L S/M S/H
We test H o = 0; H 1 > 0. *,**,*** indicate significance at the 10, 5, and 1 percentage levels. Stocks with ME above the median are deemed 'big' whilst stocks with ME below the median are 'small'. The breakpoints for BE/ME are the 30 th and 70 th percentiles. The intersection produces six portfolios: B/L = big-low value; B/M = big-middle value; B/H = big-high value; S/L = small-low value; S/M = small-middle value, S/H = small-high value. The coefficients are estimated from 36 month rolling regressions of the Fama and French (1993) three factor model: R pt -R ft = α + b (R mt -R ft ) + s SMB + h HML + ε. Rm -Rf is the return on the market portfolio less the risk free rate. SMB is the difference between the simple average of returns on small stock portfolios (S/L, S/M, S/H) and big stock portfolios (B/L, B/M, B/H). HML is the difference between the simple average of returns on two high value portfolios (S/H, B/H) and returns on two low value portfolios (S/L, B/L). We construct 25 portfolios by intersecting size (BE) and value (BE/ME) using quintile breakpoints. For instance S1L1 refers to the lowest quintiles (bottom 20%) in size and value. We generate returns using a three factor model: R pt -R ft = α + b (R mt -R ft ) + s SMB + h HML + ε (Fama and French, 1993 We construct 25 portfolios by intersecting size (BE) and value (BE/ME) using quintile breakpoints. For instance S1L1 refers to the lowest quintiles (bottom 20%) in size and value. PT = portfolio and RPTRFT = return on portfolio minus the risk-free rate. We generate returns using a three factor model: R pt -R ft = α + b (R mt -R ft ) + s SMB + h HML + ε (Fama and French, 1993) .
B/L B/M B/H S/L S/M S/H
We test H o = 0; H 1 > 0. *,**,*** indicate significance at the 10, 5, and 1 percentage levels. 
